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THEORY AND PRACTICE
Current Studies and Concepts
EILEEN T. CORCORAN, CPA, Special Editor
Arthur Young & Company
Chicago, Illinois

REPORTING CHANGES IN FINANCIAL
POSITION
The Accounting Principles Board has issued
its 19th Opinion. It is entitled as above, applies
to all profit-oriented business entities, and is
effective for fiscal periods ending after Septem
ber 30, 1971. The Opinion deals with the
financial statement which has previously been
more commonly known as the statement of
source and application of funds. It is interesting
to note that it was adopted by the unqualified
assenting votes of seventeen members of the
Board. Only one member dissented.
Concept
In this Opinion the Board concludes that
when financial statements purporting to pre
sent both financial position (balance sheet) and
results of operations (statement of income and
retained earnings) are issued, a statement sum
marizing changes in financial position should
also be presented as a basic financial state
ment for each period for which an income
statement is presented. It states that the state
ment should be based on a broad concept
embracing all changes in financial position and
that each reporting entity should disclose all
important aspects of its financing and investing
activities including those which do not affect
working capital, e.g., the issuance of equity
securities to acquire a building, conversion of
debt to common stock.

Format
The Opinion requires that the statement
prominently disclose working capital or cash
provided from or used in operations for the
period, and states that the Board believes that
the disclosure is most informative if the effects
of extraordinary items are reported separately
from the effects of normal items. It states that
the statement for the period should begin with
income or loss before extraordinary items, if
any, and should add back (or deduct) items
recognized in determining that income or loss
which did not use (or provide) working capital
or cash during the period. Items added and de
ducted in accordance with this procedure are
not sources or uses of working capital or cash,
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and the related captions should make this
clear, e.g., “Add—expenses not requiring out
lay of working capital in the current period.”
The Opinion states that an acceptable alterna
tive procedure, which gives the same result, is
to begin with total revenue that provided work
ing capital or cash during the period and de
duct operating costs and expenses that re
quired the outlay of working capital or cash
during the period.
In either case the Opinion requires that the
resulting amount of working capital or cash be
appropriately described, e.g., “Working capi
tal provided from (used in) operations for the
period, exclusive of extraordinary items,” and
states that this total should be immediately fol
lowed by working capital or cash provided or
used by income or loss from extraordinary
items, if any. It requires that any extraordinary
income or loss be similarly adjusted for items
recognized that did not provide or use working
capital or cash during the period.
Opinion 19 also requires that the statement
present net changes in each element of work
ing capital at least for the current period. In
addition it states that the statement should
clearly disclose:
1. Outlays for purchase of long-term assets
(identifying separately such items as
investments, property, and intangi
bles ).
2. Proceeds from sale (or working capital
or cash provided by sale) of long
term assets (identifying separately
such items as investments, property,
and intangibles) not in the normal
course of business, less related ex
penses involving the current use of
working capital or cash.
3. Conversion of long-term debt or pre
ferred stock to common stock.
4. Issuance, assumption, redemption, and
repayment of long-term debt.
5. Issuance, redemption, or purchase of
capital stock for cash or for assets
other than cash.
6. Dividends in cash or in kind or other
distributions to shareholders (except

the corresponding total amount shown in the
statement.

stock dividends and stock split-ups
as defined in ARB No. 43, Chapter 7B
—Stock Dividends and Stock SplitUps).

OTHER APB ACTIVITY
1. The Board has issued its Opinion on The
Equity Method of Accounting for Investments
in Common Stock. It requires retroactive
treatment and is effective for fiscal periods
beginning after December 31, 1971. This Opin
ion applies to accounting for investments in
corporations whether or not such investments
have a ready market. To achieve a reasonable
degree of uniformity in application, the Board
states in this Opinion that an investment (di
rect or indirect) of 20% or more of the voting
stock of an investee should lead to a presump
tion that, in the absence of evidence to the
contrary, the investor has the ability to exercise
significant influence over an investee and the
equity method of accounting should be applied.
The Board held a public hearing on account
ing for marketable securities on May 25-27,
1971. These are securities to which the equity
method would not apply.
2. The exposure period for the proposed
opinion on Imputed Interest on Receivables
and Payables ended on May 1, 1971. It ap
pears to have been well received in financial
circles.
The exposure period for the proposed opin
ion on Accounting Changes ended on May 15,
1971. Its fate is uncertain. The opinion was
discussed in depth in the May issue.
3. The Board is actively working on the sub
ject of lease accounting. Modifications of both
APB 5 on Reporting of Leases in Financial
Statements of Lessee and APB 7 on Accounting
for Leases in Financial Statements of Lessors
are under consideration. Other items on the
Board’s active agenda are:

It also provides that outlays for acquisitions
and proceeds from retirements of property
should be reported gross rather than net. The
same gross treatment is required for long-term
borrowings and repayments of long-term debt.
It states that outlays for purchases of consoli
dated subsidiaries should be summarized in
the statement by major categories of assets ob
tained and obligations assumed and that related
items should be shown in proximity when the
result contributes to the clarity of the state
ment. It permits individual immaterial items to
be combined.
In this Opinion the Board states that it
recognizes the need for flexibility in form, con
tent, and terminology of the Statement to meet
its objectives in differing circumstances. For
example, it states a working capital format is
not relevant to an entity that does not distin
guish between current and noncurrent assets
and liabilities. The Board urges each entity to
adopt the presentation that is most informa
tive in its circumstances. It also states that the
statement may be in balanced form or in a
form expressing the changes in financial posi
tion in terms of cash, of cash and temporary
investments combined, of all quick assets, or
of working capital.

Terminology
In Opinion 19 the Board states that the
amount of working capital or cash provided
from operations is not a substitute for or an
improvement upon properly determined net
income as a measure of results of operations
and the consequent effect on financial posi
tion. It states that terms referring to “cash”
should not be used to describe amounts pro
vided from operations unless all non-cash items
have been appropriately adjusted and the ad
justed amount be described accurately in con
formity with the nature of the adjustments,
e.g., “Cash provided from operations for the
period” or “Working capital provided from op
erations for the period” as appropriate.
The Board strongly recommends that iso
lated statistics of working capital or cash pro
vided from operations, especially per-share
amounts, not be presented in annual reports to
shareholders. It states that if any per-share data
relating to flow of working capital or cash are
presented, they should as a minimum include
amounts for inflow from operations, inflow from
other sources, and total outflow, and each pershare amount should be clearly identified with

a.
Accounting for extractive industries.
b.
Reporting line of business information.
c. Reporting on components of a business
entity, i.e., separate financial state
ments of members of a consolidated
group.
d. Accounting for stock compensation plans
(See March 1971 Journal of Accoun
tancy) .

SEC PROPOSAL
The Securities and Exchange Commission
has issued notice of proposed amendments to
Forms 8-K and N-1Q. The amendments would
require disclosure in the forms of any material
charge or credit of an unusual nature, the cir
cumstances surrounding the replacement of
(Continued on page 15)
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Code. This Section, originally adopted in 1956,
provided that, under certain circumstances, real
property could be subdivided and sold with
out giving rise to ordinary income. It was the
feeling of the Committee that the provisions
were not being applied in the circumstances
intended; so the Section has been amended,
and P.L. 91-686 sets forth specifically what
Congress intended.
Now, a corporation which has held land for
more than 25 years at the time of its sale, and
which acquired the land prior to 1934 as a
result of foreclosure of liens, may subdivide
and sell that land and obtain capital gain rates
on the portion of the gain which exceeds 5 per
cent of the selling price. Five percent of the
selling price is to be taxed as ordinary income.
The provisions apply to any taxable years be
ginning after December 31, 1957, provided
the years are still open, and before January 1,
1984. The special capital gains treatment also
applies to gains from the sale of property ac
quired prior to 1957 which is located in the
vicinity of the property acquired by foreclos
ure, provided that 80 percent of the real
property sold during the taxable year is proper
ty of the first category.
Depreciation

In January of 1971, President Nixon issued
a statement authorizing the Internal Revenue
Service to make some changes in the regula

tions dealing with depreciation allowances. The
changes authorized are as follows:

(1) Allow depreciation on business equip
ment acquired after 1970 based on
lives not more than 20 percent shorter
or 20 percent longer than the present
“guideline lives.”
(2) Terminate the “reserve ratio test” for
determining acceptable depreciation al
lowances.
(3) Provide an alternative method of de
termining depreciation on equipment
during the year that it is placed in ser
vice.
For various reasons, the announcement was
not met with the enthusiasm anticipated; vari
ous groups have threatened to file petitions for
injunctions to prevent the Treasury Department
from implementing what is now called the As
sets Depreciation Range (ADR) system on the
grounds that it exceeds the Treasury’s authority
to interpret Section 167(a) providing for a
“reasonable allowance” for depreciation of
equipment. At this point, it is difficult to pre
dict the outcome of ADR.
Meanwhile temporary and proposed regula
tions under the Tax Reform Act of 1969 are
beginning to emerge at a slightly more rapid
pace. Space does not permit a summary of
these at this time; however, the more significant
regulations will be covered in the future.

change and indicating any problems encoun
tered if the current year’s audit has already
begun by the firm. With regard to accounting
changes, the amendments would require the
registrant to file as an exhibit to the report a
letter from the independent accountant ap
proving the change.
Forms 8-K and N-1Q are required to be
filed within 10 days after the close of each
month during which reportable events occur.
Thus, adoption of the amendments would make
the Securities and Exchange Commission more
quickly aware of the cited events than they
otherwise might be.
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the registrant’s independent accountants by a
new firm, and information as to any changes
in the accounting principles or practices fol
lowed by the registrant.
With regard to the change in accountants,
the amendments would require the registrant
to request the replaced firm to furnish to the
Commission, and the registrant to file as an
exhibit to the report, a letter setting forth the
firm’s understanding of the reasons for the
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